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E.O. 11652: N/A 

TAGS: PINT, ECON, EFIN, PO 

SUB J : PARTY REACTION TO NEW AUSTERITY MEASURES CONTINUES 
REF: LISBON 6667 (NOTAL) 

SUMMARY: PCP AND DEMOCRATIC OPPOSITION PARTY REACTION TO THE 
"PACKAGE TWO" AUSTERITY MEASURES CONTINUED THROUGHOUT THE 
WEEKEND. FOR THE PCP, PSD, AND CDS, THE PRIME MINISTER'S 
ANNOUNCEMENT SIGNALS POLITICAL FAILURE OF THE MINORITY 
SOCIALIST GOVERNMENT TO GO IT ALONE. END SUMMARY. 

1 . PCP AND CDS PARTY LEADERS MET SEPARATELY WITH PRESIDENT 
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EANES IN THE PRESENCE OF PRIME MINISTER SOARES LATE 
AUGUST 26 TO DISCUSS THE "PACKAGE TWO" AUSTERITY 
MEASURES. MEANWHILE THE PSD ISSUED A DETAILED RESPONSE TO 
THE SOCIALIST INITIATIVE. 

2. THE CDS IS OPEN TO DIALOGUE BUT NOT WITH THE PCP: AFTER 
MEETING WITH PRESIDENT EANES AUGUST 26, CDS LEADER SA MACHADO: 
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- WELCOMED SOARES'S REFERENCE TO A COOPERATIVE PROGRAM OF 
"NATIONAL SALVATION," BUT NOTED THAT THE CDS COULD NOT 
ACCOMMODATE THE PCP PARTICIPATION IN SUCH A PROCESS; 

- EXPRESSED CONCERN THAT THE NEW AUSTERITY MEASURES WOULD 
HAVE LITTLE IMPACT ON THE DEEPENING ECONOMIC AND FINANCIAL 
CRISIS; 

- REPEATED THE CDS CONVICTION THAT THE SOCIALISTS WILL NOT 
BE ABLE TO GO IT ALONE; 

- EMPHASIZED THAT THE "PACKAGE TWO" AUSTERITY MEASURES WERE 
WITHOUT A DOUBT A PRELUDE TO CONDITIONS THE IMF WAS LIKELY TO 
INSIST ON IN THE COURSE OF THE UPCOMING SECOND TRANCHE 
NEGOTIATIONS; AND 

- COMMENTED THAT THE CDS WAS MORE CONCERNED WITH THE WAY IN 
WHICH FOREIGN LOANS WOULD BE USED DOMESTICALLY THAN THE 
CONDITIONS ON WHICH THEY MIGHT BE GRANTED IN THE FIRST PLACE. 

3. THE PCP RESTS ON ITS "LAURELS": IN THEIR OWN OPINION, 

HAVING SUCCESSFULLY PREDICTED THE FAILURE OF THE FEBRUARY 1977 
AUSTERITY MEASURES, CUNHAL AND THE PCP ARE TREATING THE NEWEST 
MEASURES AS MORE OF THE SAME. THE PCP: 

- REISSUED ITS CALL FOR THE RESIGNATION OF THE GOVERNMENT, 

THE DISSOLUTION OF THE NATIONAL ASSEMBLY, AND NEW ELECTIONS; 
AND, 

- REITERATED THAT THE PCP "IS COMPLETELY OPEN TO DIALOGUE," 

AND CALLED FOR A NEW NATIONAL PROGRAM WHICH CUNHAL ADMITTED 
COULD INCLUDE DIALOGUE WITH THE PSD AND THE CDS. 
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4. THE PSD RESPONDS IN DETAIL: IN A STATEMENT RELEASED OVER 
THE WEEKEND, THE PSD RESPONDED IN DETAIL TO "PACKAGE TWO." 
HIGHLIGHTS INCLUDED: 

- SOARES'S ANNOUNCEMENT CONFIRMS THE PSD APPREHENSION 
OVER THE DEEPENING ECONOMIC CRISIS. IT IS 

LAMENTABLE THAT THE SOCIALISTS HAVE ONLY NOW REALIZED THE 
GRAVITY OF THE SITUATION AND THEIR OWN INABILITY TO RESOLVE 
THE PROBLEMS ALONE. 

PORTUGAL NEEDS A COMPREHENSIVE PLAN FOR THE FUTURE, NOT 
HALF-WAY "MEASURES" IN RESPONSE TO ANTICIPATED 
CONDITIONS FOREIGN LEADERS MIGHT IMPOSE. 

- THE CURRENT TROUBLES ARE SYMPTOMATIC OF A PROFOUND POLITICAL 
CRISIS. THE NEW AUSTERITY MEASURES PER SE ARE A STEP IN THE 

RIGHT DIRECTION, BUT THEY CANNOT SUCCEED ABSENT A PROFOUND 
ALTERATION IN THE NATIONAL POLITICAL STRUCTURE. 

- THE NEW CRAWLING PEG WILL AGGRAVATE DOMESTIC UNCERTAINTY, 
INCREASE PRICES, AND ONLY DEEPEN THE CURRENT CRISIS. 

- INCREASED INTEREST RATES WILL DISCOURAGE INVESTMENT AND 

MAY CAUSE ECONOMIC CONTRACTION. IDLE CAPITAL WILL BE ENCOURAGED, 
ACTIVE CAPITAL WILL BE PENALIZED. 

- THE MEASURES PERMITTING THE SUSPENSION OF LABOR CONTRACTS 
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AFFECTING THE FUTURE OF TROUBLED FIRMS PUTS TOO MUCH POWER 
IN THE HANDS OF THE GOVERNMENT. 
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5. EFFECT ON THE REGIONAL GOVERNMENTS: AZOREAN REGIONAL 
ASSEMBLY PRESIDENT ALVARO MONJARDINO TOLD EMBOFF AUGUST 26 
THAT THE AZOREANS WOULD OBJECT TO CONTINUING TO PAY THE PRICE 
OF THE ECONOMIC MISTAKES OF THE CENTRAL AUTHORITIES. HE SAID 
THE AZORES WOULD ESPECIALLY OBJECT TO RESTRAINT ON EXPANSION, 
SUCH AS HIGHER INTEREST RATES. FORMAL AZOREAN RESPONSE IS 
EXPECTED LATER. 

6. COMMENT: POLITICAL PARTY REACTIONS TO THE LATEST MEASURES 
HAVE BEEN LARGELY PREDICTABLE. THE OPPOSITION IS TRYING TO 
PAINT SOARES AND THE SOCIALISTS INTO A CORNER. WHILE THE 

PSD AND THE CDS CONCEDE THAT THE NEW MEASURES ARE IN THE RIGHT 
DIRECTION, THEY, TOGETHER WITH THE PCP, INTERPRET THEM 
LIMITED OFFICIAL USE 
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POLITICALLY AS SIGNIFYING THE FAILURE OF THE MINORITY PS 
GOVERNMENT. 

CARLUCCI 
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